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1:mployer ldcntification Number: * * * * * * * * * * * * * * 
Kay District: **************** 

Dear Applicant. : 

We have considered your application for recognition of 
exemption from federal incone tax as an organization described in 
scctl'.,n 501(c:)(4! of the Internal Revenue Code. We have 
dt?t.crmincrt that you do not. qualify for exemption under that 
scction of the Code. Our reasons for this conclusion and thc 
facts upon which it is based are explained below. 

The i.nformation submitted indicates !'hat you were CI-eatecl by 
*******i State statute effective *************. Your stated 
purposes are to assure stabiiity in the property insurance market 
for property located in the State, to assure the avail.abi.lity of 
basic property insurance as defined by the statute, and to 
provjdc for t:hc equitable distribution amonij member insurers of 
the responsi.bility for insuring qualified property for which 
hasic property inslirance cannot be obtained through the 
authorized i.nsurer:;. The statute ~rovides that all insurers 
authorized to transact property or casualty insurance in the 
State, and not engaged only in writing motor vehicle insur~nse, 
shall be and will remain your members as a condition of their 
a.1thorit.y to transact the business of insurance in the State. 
Each rncmher insurer shall participate in. your writings, experses, 
profits, and losses in the proportion that your net direct 
witten prcmi.\ims ililring the preceding calendar year bear to t'le 
net direct written premiums for all member insurers for the 
preceding cal-endar year. The statute also provides that you may 
add additional. insurance coverages with the approval of thc 
****** Insurance Corr~missioner, including coverage for commercial 
risks up to the limits 3f coverage for residential risks as set 
forth in your pl.an of operation. Further, the statute provides 
that. a1.L finaccial li'istitutions shall consider a policy issued by 
you to be the same as a similar policy issued by an insurer 
authori;:ed t.o transact innurance in*******. 



Yolir p l a n  of o p e r a t i o n ,  wni.ch s e r v e s  a s  lrolir b y l z w s ,  s t a t c ~ ;  
t ha t .  your- bcrat:d o f  d i r e c t o r s  s h a l l  c o n s i s t  of * * * * *  m e n b s r ~ ,  
* * *   v o t i n q  members s e l e c t e d  by member i . n s u r c r s  ( s u b j e c t  t o  t l - e  
a p p r o v a l  of t h e  commissi .oner)  , **   non-vot ing  membcl- nppoi  n t e d  by 
t h e  commiss ione r  t o  r e p r e s e n t  i -nsurance  a y c n t s ,  and **   non- 
vo t i . ng  members appoi.ntccf by t h e  commissionel: t o  r-eprcsclnt. t h c  
p u b l i c .  Your p l a n  of ope ra t - i on  s t a t e s  t h a t .  you s h a l l  o p c r a t c  two 
i.n:;ur;lncc covcraqt: proqram:;: Program Onc! st lni  .l p r c v i d c  C : O V ~ T ~ C ~ C :  

l lndor t h ~  s t ~ n d a r d  fir? p o l i c y  and ex t ended  covc~';tcjc cridot-semeilt 
i n  t h o s e  * *** ****  a r c a s  on * *  * * *  *****  ** *****  * * r;pcc:i f i c,t:l i ;* 

d e s i g n a t e d  a s  suc:h by order-  of t h e  commissi .oncr ;  J'rc:~rlr;tm TKC 
S ! I ~  1 l pi-3-J  i d c  homeowner I s  and o t h e r  d w e l l  i nq  c o v c r d g c  for- ***** * * 

r i s k s  i n  ar.c;ls dct- , iqnat .cd b y  t t l c  commi s s i c 3 n c ~ -  ot- hel- tt1;ln t'h-sc. 
c o v c r c d  1:nde.r Prcqram O n c .  

A s  r e q u i r e d  hy s t r t t u t e ,  your  p l a n  of opr:!r-at i c n  i n c  luc!c,:r a 
requi . rement  t o  e s t a b l i s h  t h e  r a t e s  t o  he char ,qcd f o r  t .hc  
i.nsl.lrclrice c o v c r z q e s ,  s o  t h a t  t h e  to t . a l .  premium fi-on ;11 1 
a s s o c i a t . i . o n  pol. i c i e s ,  when combined w i t h  t h c  invc:-,tn;cnt-. i nconc., 
s h a l  1 annua1.l.y fund y=lur a d m i n i s t r g t i o n ,  'ioul. a!ln i n i . : i t r n t  i o n  
s h a  11 i nclucle 1:he c x p e n s c s  iricurrecl i n  p r o c e s s  i . n q  appl..i tilt i o n s ,  
c o n d u c t i n g  i  r ~ s p e c t . i o n s ,  i s s u i n g  and s e r v  L c i ~ ~ ( ~  j ) o !  i c i (?I;, pt1y.i ncj 
commiss ions ,  and pay ing  c l a i m s .  

I n  you r  appLic:dtion,  you s t a t e  t'liit. t h e  . ' ; t?t- .cls  p l~ r -po . . ;~  for: 
e n a c t i n g  t h i s  b i l l  is  t o  p r o v i d e  p r o p e r t y  i n s u r a i ~ c c  CDvcrilqc for- 
owners  who a r e  u n a b l e  t o  o h t a  i . ~  p r o p e r t y  and c;tr-:ualty i n s u r a n c e  
from p r i v a t e  i n s u r a n c e  c o m p n ~ i e s  due  t o  pel-cei .vcd r i s k .  You a 1 s o  
s t - ,a te  t h a t  you ;.,nti.ci.pat..c! that.. you w i l l .  be finilnc:iC3:llj/ ;::cl 
s upp0r t . i  ng and t h a t  your  s o l e  s o u r c e  of  r evenue  w i l . 1  be f r.om 
i n s u r a n c e  k-,remiurns t h a t  a r e  s o l d  t o  t h e  p u b l i c .  

Sect:ion 501 ( ( 2 )  ( 4 )  o f  t h e  Code p r o v i d e s  f o r  t h e  e x c n l ~ t i o n  
f rom f e d e r a l  income t a x  o f  c i v i c  l e a g u e s  o r  o r g a n j z a t . i o n s  n o t  
o r g a n i z e d  f o r  p r o f i t  b u t  o p e r a t e d  e x c l u s i v e l y  f o r  t h e  p r o m o t i o n  
of  s o c i a l  w e l f a r e .  

Sect:ion 1 . 5 0 1  ( c )  ( 4 )  -1 ( a )  ( 2 )  (.i ) of t h e  Income 'Tax Regu. i .a t ions  
p r o v i d e s  t h a t  an  o r g a n i z a t i o n  is o p e r a t e d  exc1.usivel .y  f o r  t:he 
p r o m o t i o n  o f  s o c i a l .  we l fa re  i.f it is p r i m a r i l y  engaged  i n  
promot. ing i n  some way t h e  common good 3nd g e n e r a l  w e l f a r e  of t h e  
p e o p l e  o f  t h e  community.  Arl o r g a n i z a t i o - x  embraced w i t h i n  t h i s  
s e c t i o n  i . s  o n e  which is operat:ed p r i m a r i l y  f o r  t h e  p u r p o s e  of  
b r i n g i n g  a b o u t  c i v i c  b e t t e r m e n t s  and s o c i a l  improvements .  

S e c t i o n  1 . 5 0 1  (c )  ( 4 )  -1 ( a )  ( 2 )  ( i i )  of  t h e  r e g u l a t i o n s  p r o v i d e s  
t h a t  a n  o r g a ~ l z a t i o n  is n o t  o p e r a t e d  p r i m a r i l y  f o r  t h e  p romor ion  
o f  s o c i a l  w e l f a r e  i f  i t s  p ~ . . m n r y  a c t i v i t y  is c a r r y i n g  on 



*************************************** 

business with the general public in a manner similar to 
oryanizatiorls which are operated for profit. 

Section 501(m)(l) of the Code provides, in part, that an 
organization described in 501(c)(4) shall be exempt from tax only 
if no substantial part of its activities consists of pro7yri.ci.iny 
commercial-type insurance. 

Section 501 (m) (3) of the Code provides tliat ttlc t .rm 
"commercial-t.ypo insurance" sh2.11 not include: 

( A 1  insurance provlded at substantia1:y bclow c3st 
to a class of charitable recipients, 

( B )  incidental hea1t.h insurance provided by ;I 

health rn6i.ntet7ance organization of a kind customar-i.1 y 
prov-i.rled by such organizations, 

(C) property or casualty insurance provided 
(directly or through an organization described in 
secti.cn .114(e) (3) (13) (iij by a church or convention 0:- 

association of c:hurches for such church or cnnvetlt ioti 
or .'issociat.ion of: cIlr.lrches, 

(C!) providing retirement or welfare benefits (oi- 
both) by a church or a convention or association of 
churches (directly or through an organization descrihcd 
in section 414 ( e )  (3 j ( A )  or 414 (e) (3) (B) (ii) ) for the 
employees (including employees desc1:ibed in section 
4 14 ( 2 )  (3) (B) ) of such church or convention or 
association of churches or the beneficiaries of such 
employees, and 

(E) charitable gift annuities. 

Rev. Rul. GG-46, 1968-1 C.B. 260, llolds that an crganization 
dces not qualify for :xemption from federal i,ncome tax under 
section 501(c) (4) of the Code where it is primarijy engaged in 
renting a comnarcial building and opereting a public banquet and 
meeting hall having bar arid dining f acili.ties. Although the 
organizat..ion carried on various social welfare activities, the 
revenue ruling deternined that the nrganization's business 
activities exceeded all its other activities and thus the 
orgznization is not exempt under section 501(c)(4). 

Rev. Rul. 69-385, 1969-2 C.B. 123, holds that a community 
welfare corporat.ion that purchases and sells unimproved land and 
engages in other business activities, the profits from which are 
distributed to members, is not exempt under section 501(c)(4j c2 



********** ********************************* 

the Code. 'The revenue ruling concludes that the organization is 
authorizcd to makc, and in fact made, distrib;rtions of profits to 
its mcmbers. T h e s e  distributions are equivalent to dividends 
based upon equity own6:rship and result in profit to the members. 
It is held that the organization does no? qua.l.iy for exemption 
~lnder section 501 (c) (4) si.ncr the authority for: making the 
di.stri.butions and the distributions themselves ?re incompatible 
with the rccp i.rcments of the regulations that. an orqani.zat ion 
nus  t not. hc! GI-gan i. acd  or ope]-ated for profit . 

Allied Fideli.tyC_o_rp. v. Comrrissioner, 5-12 Fcd. 2d 11.90, -. - . - . - -. . -. . . - - - --- - .. - 
1 (7th Cir. 1.978) tit-ing 1 Couch on Insurance Zd I . : %  ( 1 3 5 ? ) ,  
st.at.es that the common definition for insurance i s  an cqgrecment 
to prot:ect the i.nsured against a direct or indirect economi.~  lor;:^ 
arising from a defined contingency whereby the insurer cr.dert,akcs 
no present duty of performance but stands ready to assure the 
financial burden of any covered Loss. 

The information you have submi.tte~ establishes that your 
so 1 r act. ivi ty i.s t f i t : :  provision of basic propc\rty i nsuranc:~, and 
that your member- insurcl:~ share the profits i ~ r l d l o r '  1.osscs from 
your operation. To effectuate this purpose, you will insure that 
persons contt-acting with you will be relieved of the fina~cial 
burdens w\l.ich coulci beFnl.1 them i.f a covered incident did occur. 
,J'hese persons pay their premiums to you and you wi.1-1 assume the 
risk of liability. This is the definition of insurt?nce (see 
A d  F i t  C o r ~ . ,  ~ ~ ~ p - r a ) .  As stated in section 1.501.(~)(4)- 
l(a)(2)(ii.) of the regulations, and a s  illustrated in Rev. Rul. 
68-46, g.uprn-, i f  a n  oryanizntion is opcratecl primari1.y for the 
purpose of carrying on a business with the qeneral public in a 
manner similar to organizations operated for profit, it is not 
descri.bed in sect.ion 501(c) (4) of the Code. Further, your 
members will share in your possible profits, even if such a 
possibility i s  considered unlikely, which provision is 
the equivalent to di.vidends based on equity ownership which is 
incompatible with section 50l(c) (4) as illustrated in Rev. Hul.. 
6 9 - 3 8 5 ,  s p Z i \ , .  

Sect-ion 501(m) of the Code does not define the term 
"commercial-type insurance." Rather, it specifically states in 
section 501(m)(3) that five types of insurance are excluded from 
the definition of ttcoinmercial-type insurance. None of the 
excluded types of insurance describe the kind of insurance you 
provide inasmuch as ( A )  your insurance is not provided below cost 
or to a class of charitable recipients, (B) you are not a health 
maintenance organization providing incidental health insurance, 
(C) you are not a church or convention or association of churches 
providing property or casualty insurance, or (D) providing 
retirement or welfare benefits, and (E) yo11 are not offering 



* * * * * * * * * * * * *  * * * * * * * * * * * * * * * * n  

c h a r i t a b l e  g i f t  a n n u i t i e s .  T h e r e f o r e ,  we h a v e  c o n c l u d e d  t h a t  you 
p r o v i d e  c o m m e r c i a l - t y p e  i n s u r a n c e  w i t h i n  t h e  m e a n i n g  o f  s e c t i o n  
5 0 1 ( m )  a s  y o u r  s o l e  a c t i v i t y ,  which  two f a c t s  p r e c l u d e  e x e m p t i o n  
u n d e r  s e c t i o n  5 0 1 ( c ) ( 4 )  a s  p r o v i d e d  i n  s e c t i o n  5 0 1 ( m ) ( l ) .  

F o r  t h e s e  r e a s o n s ,  we c o n c l u d e  t h a t  you d o  n o t  q u a l i f y  f o r  
r e c o g n i t i . o n  o f  e x e m p t i o n  f rom f e d e r a l  income t a x  u n d e r  s e c t i o n  
5 0 1 ( c ) ( 4 )  o f  t h e  Code.  You a r e  r e q u i r e d  t o  f i l e  f e d e r a l  income 
t a x  r e t u r n s .  

You h a v e  t h e  r i g h t  t o  p r o t e s t  t h i s  r u l i n g  i f  you b e l i e v e  
t h a t  i t  is i n c o r r e c t .  To p r o t e s t ,  you s h o u l d  s u b m i t  a s t a t e m e n t  
o f  y c x r  v i e w s ,  w i t h  a f u l l  e x p l a n a t i o n  o f  y o u r  r c i ~ s o n . i n g .  T h i s  
s . t a t , e n ~ e n t  m u s t  be s u b m i t t e d  w i t h i n  30 d a y s  o f  t h e  d a t e  o f  t h i s  
l e t t e r  and  m u s t  be s i g n e d  by o n e  o f  y o u r  s f f i c e r s ,  You a l s o  h a v e  
a  r i g h t  t o  a  c o n f e r e n c e  i n  t h i s  o f f i c e  a f t e r  y o u r  p r o t e c t  
s t a t e m e n t  is s u b m i t t e d .  I f  you wan t  a  c o n f e r e n c e ,  you  must, 
r e q u e s t  it when you f i l e  y o u r  p r o t e s t  s t a t e m e n t .  I f  you a r e  t c  
be r e p r e s e n t e d  by someone who is n o t  o n e  o f  y o u r  officers, b e / s h e  
m u s t  f i l e  a  p r o p e r  power o f  a t t o r n e y  and  otherwise qual.i .f:y u n d c r  
oul- C o n f e r e n c e  a n d  p r a c t i c e  R e q u i r e m e n t s .  

If we d o  n o t  h e a r  f rom you w i t h i n  30 d a y s ,  t h i s  r u l i n g  w i l l  
become f inn1 a n d  c o p i e s  o f  it w i l l  be f o r w a r d e d  t o  y o u r  k e y  
District. D i r e c t o r .  T h e r e a f t e r ,  a n y  q u e s t i o n s  i3bout y o u r  f c d e ~ : n l  
income tax s t a t u s  shoiilcl be a d d r e s s e d  t o  you:. 1:cy I>.i:;t-.rict. 
D i r e c t o r .  

When s c ~ ~ c l i n g  a d d i t i o n a l  l e t t e r s  w i t h  r e s p e c t  t o  t h i s  c a s e  t o  
t h e  r n t c r n a j  Revenue S e r v i c e ,  you w i l l  e x p e d i t e  t h e i r  r e c e i p t  by 
@;a~ j .~ ,c j  thc f c l l o w i n g  s y m b o l s  on t h e  e n v e l o p e :  ****************  
***** * * * * .  T h e s e  s y m b o l s  d o  n o t  r e f e r  t o  y o u r  c a s e  b u t  r a t h e r  t o  
i t s  l o c a t i o n .  

S i n c e r e l y  y o u r s ,  

* * * * *  * *  * * *   
C h i e f ,  Exempt O r g a n i z a t i o n s  

~ u l i n g s  B r a n c h  4 
cc: ******* * * * * * *  ~  

* * * *  ********  


